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Question 1:

Wales PLC

Income statement for the period ended 31st December 2019
	
	

	 Particular 
	£’000

	Sales 
	30,300

	Less-cost of sales ( 16,220+2,560) 
	(18,780)

	Gross profit 
	11,520

	 Less-operating expenses 
	 

	Distribution expenses 
	2,160

	Administration expenses (2,920+320+500+160)
	3,900

	Total expenses 
	(6,060)

	Operating profit 
	5,460

	Less: Tax liabilities 
	(1,600)

	Net operating profit 
	3,860





	Wales PLC
Statement of Financial Position as at 31st of December 2019

	
	

	Particular 
	£’000

	Assets 
	 

	Non-current assets 
	 

	land 
	20,000

	Buildings
	 

	less- accumulated depreciation 
	11420

	Plant
	 

	Less- accumulated depreciation
	18080

	Total Non-current assets 
	49,500

	Current Assets 
	 

	Bank
	320

	Trade receivables
	7,840

	Inventory at 31 December 2019
	3,120

	Total current assets 
	11280

	Total assets 
	60,780

	Liabilities and Equity 
	 

	Non-current labilities
	 

	12% debentures 2024
	4000

	Current Liabilities 
	 

	Trade payable 
	4,480

	Other creditors (accumulated depreciation and provision for receivables, outstanding insurance)
	9,920

	Total Liabilities 
	18,400

	Net assets
	42,380

	Equity and shareholder 
	 

	£1 ordinary shares
	29,000

	Share premium
	5000

	Retained profits at 1 January 2019
	8,380

	Total equity
	42,380






























Workings:
1. Depreciation on building 2%=16000*2%=320(£)
2. Plant depreciation 10%=25600*10%=2560(£)
3. Receivables= 8240-240(bad debts) = 8000*2/100=160(Deduction as commission)
4. Land revalued at £20,000,000
5. Cost of Goods sold=16220+2560=18780(£)
6. Administration cost=2920+320+240+160+500=4140(£)
320 depreciation on building
160 Receivables deduction 
240 Bad debts
500 Insurance
7. Equipment, plant and machinery= 20000+11420+18080=49500(£)
















Question 2:
a)
	Formula
	2019
	2018

	Return on capital employed (ROCE)

	*100%=17,02%
	*100%=20.38%

	Return on equity

	*100%=13,8%
	*100%=22.7%

	EPS

	=0.72(£ per share)
	=1.02(£ per share)

	Gross profit margin

	*100%=38.26%
	*100%=38.39%

	Asset turnover

	=3.71
	=3.34

	Stock holding period
	
	*365=45.7 days
	*365=50 days

	Debtors collection period

	=83,65 days
	

	Current ratio
	
	
	=1.05

	Gearing

	
	

	Interest cover

	
	



	










b)	Interpretation on the calculated ration for the year 2019 and 2018
1. ROCE: For every 100£ invested in the company, you will get 17£ in return in 2019 and 20£ in 2018. A lower value of ROCE indicates a lower profitability. A higher ROCE indicates more efficient use of capital. That means that financial year 2019 has a lower profitability than 
2018.
2. Return on equity:  For every 100£ invested by shareholders or investors, company will generate 13£ in return in 2019 and 22£ in return in 2018. Higher value observed in 2018 is speaking about that in that specific financial year the company was more efficient in generating return from new investments.
3. EPS: For every ordinary share held in the company, it earns 72 pence of net profit in 2019 and 1.09 £ of net profit in 2018. According to that in 2018 company had higher earnings, a stronger financial position and therefore the company was more reliable for investments.
4. Gross profit margin: Gross profit margin ratio shows the gross profit made by Jerry PLC after deducting the cost of sales. So in 2019 Jerry PLC earns 38.26 £ on every 100£ sales, while in 2018 earns 38.39 £ on the same 100£ sales.
5. Asset turnover: Asset turnover ratio tells how successfully the company is using its assets to generate revenue. A higher turnover ratio is communicating us that the company is using its assets efficiently. A lower turnover ratio tells us that the company is telling us that the company is not using its assets optimally. In case of Jerry PLC I can conclude that it was successful enough in using its assets in generating revenue during the last two financial years, as in 2019 asset turnover ratio was 3.7 and in 2018 it was 3.3.
6. Stock holding period: Stock holding period ratio is showing the numbers of days on average that a business is holding inventory before turning it into sales. Holding inventory for longer periods than necessary may show that the business has unnecessarily invested money in inventory.
Jerry PLC is holding inventory for approximately 45 days in 2019 and 50 days in 2018 before turning it into sales. The mentioned period is reasonable enough as long as the inventory is not perishables goods.
7. Debtors collection period: This ratio is used to measure the average number of days required for a business to collect its trade receivables after sales have been created. A lower value of debtor’s collection period is always favorable, but the company also needs to think about attracting customers with reasonable credit facilities. Jerry PLC has approximatively the same debtors collecting period in 2019 and in 2018 this being an average of 84 days.
8.Current ratio: Current ratio measures the company’s capacity of paying short-term obligations. A current ratio of 1 or more shows that current assets are higher than current liabilities and company can easily face any liquidity problem.
9.Gearing:  Gearing ratio is revealing which degree of company’s activities are founded by owner’s funds versus external funds. In Jerry PLC in 2019 gearing shows that 47.4% of its funds come from external sources, while in 2018, 48.5% of its fund are coming from external sources.
10. Interest cover: Interest cover is a measure of how well a company can meet its interest payment obligations. This means that in 2019 Jerry PLC is able to meet its interest payments 114 times over, while in 2018 the same company is able to meet its interest payments more than 7 times over. An interest cover ratio below 1.0 indicates that a company is not able to meet its interest obligations.































Question 3:
a. The three different users of the company accounts are as follows-
Shareholders 
The shareholder is the person that has bought one or more shares of the company, and that has the right to ask for the return from the company profit. The equity shareholder and preference shareholder are the shareholder that will get dividend on the holding share of the company as according to the market price. The reason why shareholders are gathering information about the company’s account is because it is necessary to estimate whether the company is going well or facing some crisis. The shareholder should know about this so that they will suggest certain ideas and solution to resolve it. Asking for company’s financial statements is actually one of shareholder’s legal right as company well-being is directly connected is what the shareholder receives from his investment.
Investors 
According to Cambridge Dictionary “investor is a person or group of people that puts its money into a business or other organisation in order to make a profit”. The investors are the people that has been invested in the project and the certain business cycle for running the business smoothy. The importance of seeking the company account information is to know whether they are having profitability, estimating the return on investment.
Management 
The management are the organization’s team that gather all the annual report information for making certain planning, and strategy formulation for the organization progress. As it is evaluated through learning about the company financial information (Badu & Appiah, 2018).
b. The advantage of highly regulated financial reporting regime is as follow-
· The benefit of highly regulated financial reporting regime will help in outline the financial condition of the company and provide transparency to company users.
· The highly regulated financial reporting will help in managing the accountability of the company.
· The highly regulated financial reporting will lead to managing the economic scale of the company and show the fluctuation in the data.
·  The disadvantages of highly regulated financial reporting regime are as follow-
· Due to highly regulated financial reporting regime sometimes the management will present the data after windows dressing
· Highly audited data has been required this increase the cost of the company. 
· The financial reporting system is highly time consuming. As it impacts company financial manger efficiency (Michael, et al., 2020).
.
c. Limitation of financial statements
· The financial statement is based on the historical cost as it appeared in the past or previous year or previous month.
· The financial statement has been dependent on the certain factors that is inflationary and the business cycle.
· The financial statement will not record certain item that is intangible assets, that leads to difference in the financial stated goals.
· The financial statement does not record fraud and misconception in the accounts which show deficiency in the statement of the management.
· The financial statement is not always comparing with the competitor’s statement due to lack of some information (Dewi, et al., 2019).
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